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KEY ECONOMIC INDICATORS: MEXICO 


Item 1980 1981 *Change *Change 
National Accounts 1/ 


GDP at Current Prices 186,331 238,974 SH 
GDP at Constant (1970)Prices 36,680 37,131 8. 
Per Capita GDP,Current Dollars 2,765 3,443 28 < 
Fixed Capital Formation(1970) 8,599 9,267 i5. 


Industrial Production (1970=100) 

General Index 194. 
Manufactures (23.8) 2/ 183. 
Petroleum (4.5)2/ 282. 
Petrochemicals (.3)2/ 278. 
Mining (1.1) 2/ 139. 
Electricity (I.2)2/ 233. 
Construction (6.7)2/ ail. 


Mone Prices, Population 

Money Supply (M-1 ;Billions of 

Pesos at end of period) 461.2 612.4 636.0 
Consumer Price Index, end of 

period (Average 1978=100) 165.6 an3.3 4 364.5 
Wholesale Price Index,end of 

period (Average 1978=100) 159.9 203.4 ° 336.1 
Population(thousands mid-yr) 67,400 69,400 . 71,400 


Balance of Payments 
Current Account Receipts 25,0212 30,556. r 14,862. 


Exports 6/ 15,307.5 19,379. ; 9,250. 
U.S. share (percent) 62 N/A N/A 
Crude Oil Exports 9,429.6 13,305. ; 6,729. 
Current Acct.Expenditures 31, 782.0 42,260. ; 19,038. 
Imports 6/ 18,486.2 23,108. ; Re 
U.S. Share (percent) 65 N/A N/A 
Balance on Current Account -6,760.8 -11,704. ‘ -4,175. 
Balance on Capital Account 9,798.9 1635355 a 4,505. 
Errors and Omissions -1,906.8 -5,506. -2,901. 
International Reserves 8/ 4,003.0 5,035. 25% N/A 
Average Exchange Rate 22.95 24. 40. 
(Mex.$/US $1) 


17 Peso data converted at average exchange rate for period. Percent changes 
apply to peso data, not dollar equivalents. 
Figures in parentheses refer to sectors' shares of GDP in 1979 
End-May 1982. 
July 1982. 
October 1982. 
Figures do not include in-bond assembly industry trade. 
All Balance of Payments and exchange rate data for 1982 are for the first 
half. 
Includes gold at the market price, silver, foreign exchange and reserve 
position in the IMF. Reserve change does not equal sum of current account 
balance, capital balance and errors and omissions because of revaluation of 
certain reserve assets. 


209.2 
193.9 
319.2 
313.5 
152.6 
255.3 
235.8 
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SOURCE: Bank of Mexico Reports; Annexes to Sixth Report of the President; 
Embassy Estimates. 





SUMMARY 


Mexico is going through a particularly difficult economic period. 
Following four years of economic growth in excess of 8 percent, 
the Government is being forced by the current economic situation 
to adopt severe adjustment measures. The outlook is uncertain in 
part because the current situation has no precedent in Mexican 
history and in part because a new Government takes office on 
December 1, 1982. For these reasons, this report will focus on 
pe developments in the six months leading up to November 12, 
982. 


Mexico's economic crisis intensified over the course of the year. 
The February 17 devaluation of the peso and the April 20, 
seventeen point economic adjustment plan were not’ implemented 
sufficiently to restore domestic and international confidence in 
the Government's management of the economy. The plan's failure 
resulted in continued capital flight and the unwillingness of 
Mexico's international creditors to lend new money. in the amounts 
Mexico was seeking. The crisis worsened in August and led to the 
imposition of a two-tier exchange rate system on August 5, which 
was replaced on August 17 by a three-tier exchange system. On 
August 17 Mexico also announced a short-term assistance package 
from the U.S. Treasury, Federal Reserve System and the central 
banks of several other countries, as well as a $1 billion advance 
payment for oil deliveries to the U.S.'s Strategic Petroleum 
Reserve. At the same time, the Mexican Government announced that 
negotiations on a long-term adjustment program had begun with the 
International Monetary Fund (IMF) and that discussions’ with 
commercial banks to restructure the country's external debt would 
begin shortly. On September 1, outgoing President Lopez Portillo 
announced the nationalization of the private Mexican banks and the 
imposition of generalized exchange controls. On September 4, a 
dual exchange rate system with two fixed rates of 50 and 70 pesos 
per dollar was implemented. 


During the course of 1982, the rate of increase in economic 
activity has declined. A negative rate of growth is likely in the 
second half of the year, and this may result in a negative rate of 
economic growth for the year as a whole. On November 10, the 
Government announced that a Letter of Intent had been signed with 
the IMF which outlines the policies Mexico will pursue as it 
enters a three-year adjustment program. Such adjustments may 
result in low or negative rates of economic growth for the next 
several years. This, combined with the current system of exchange 
controls and the scarcity of foreign exchange, suggests’ that 
opportunities for U.S. exports as well as _ foreign direct 
investment will be significantly reduced in the short and medium 
term. The value of imports in 1982 will be at least 30 percent 
lower than that of 1981 and is unlikely to increase in 1983. 





RECENT ECONOMIC DEVELOPMENTS 


SEVENTEEN POINT PROGRAM NEVER FULLY IMPLEMENTED: Mexico's current 
Crisis has itS origins in the economic policies pursued since 1978 
to generate employment for Mexico's growing population. The 
Government utilized revenues from petroleum exports as well as 
from internal and external borrowings to increase public sector 
spending dramatically. The level of economic activity was 
stimulated by such spending which in turn created new jobs in 
excess of the Government's targets for the 1978-1981 period. The 
Government also sought to fix the peso exchange rate, arguing that 
the country's petroleum reserves would support an overvalued peso. 


The declining international prices of petroleum in  mid-1981 
challenged Mexico's ability to continue these policies. Rather 
than adjust the Government's budget policies to reflect’ the 
changed international market for oil, and the lower government 
income this implied, the Government continued to increase public 
sector spending and borrowed from international capital markets to 
meet the shortfall in revenues. This decision resulted in a net 
addition of $18 billion to Mexico's external debt in 1981. At the 
Same time, the peso was becoming increasingly overvalued due to 
higher rates of inflation caused _ by increased government 
spending. With confidence eroding in the Government's policies, 
capital flight picked up sharply in early 1982 from already high 
levels during the last half of 1981. The resulting pressure on 
the Bank of Mexico's international reserves led to the withdrawal 
of the Bank of Mexico from the foreign exchange market on February 
17 and a de facto devaluation of the peso when the markets opened 
on February 18, 1982. As a result of the devaluation, wages were 
increased on March 20 by 10, 20, or 30 percent depending on salary 
levels. The wage increases led to doubts as to the Government's 
ability to support an exchange rate of about 45 pesos per dollar. 
Flight from the peso resumed, renewing pressure on the Bank of 
Mexico's reserves. 


The Mexican Government responded to these pressures with a 
seventeen point program to adjust the Mexican economy. This was 
announced on April 20. The key to the program was a_ three 
percentage point reduction in the ratio of the public’ sector 
budget deficit to the Gross Domestic Product; that is, this ratio 
was to decline from 14.5 percent in 1981 to 11.5 percent in 1982. 
This was to be accomplished by reducing outlays and increasing 
revenues. In addition, net public sector external borrowing was 
not to exceed $11 billion and the current account deficit on the 
balance of payments was to be about $10 billion. The program also 
included strict targets for money creation by the central bank. 





5 


This program consituted an effort by the Mexican Government to 
effect adjustment through self-discipline. The program was styled 
after International Monetary Fund (IMF) programs but did not 
involve the IMF as an outside source of discipline and financial 
assistance. 


While well structured, the program was never fully implemented, 
particularly in the key area of public finances. The deficit/GDP 
ratio for 1982 is now expected to be about 16.5 percent. In 
addition, by July, it became apparent that Mexico would not be 
able to raise sufficient funds in international capital markets to 
meet the net external borrowing target in the April 20 program. 
Confidence in Mexico was affected by broader problems. not 
associated with Mexico such as the Falkland Islands crisis, the 
efforts of some fEastern bloc countries to reschedule their 
external debt, and the declining levels of liquidity in the 
international banking system. Moreover, Mexico's external 
creditors shared the general concern that the country's efforts at 
self-discipline were not yielding the desired results, 
particularly the efforts to cut public sector spending and 
increase revenue. Mexico obtained a $2.5 billion syndicated loan 
in late June, but the weak response to the marketing of the loan 
indicated a growing reluctance on the part of international 
lenders to increase their exposure in Mexico. Beginning in the 
second quarter and continuing into the third quarter, Mexico's 
state-owned petroleum monopoly, PEMEX, secured alternative sources 
of funds through the prefinancing of PEMEX's petroleum exports. 


(These efforts anticipate export revenues which would have been 
generated at a later date.) The election on July 4 of PRI 
(Partido Revolucionario MInstitucional) candidate Miguel de la 
Madrid was widely expected and did not change public attitudes 
toward the economic situation. Over the course of July, rumors of 
another devaluation of the peso continued to spread. 


EVENTS OF AUGUST DEEPEN THE CRISIS: On August 1, an _ unsigned 
government communique announced major price increases for several 
products, including electricity, gasoline, tortillas and bread. 
These increases were envisioned in the April 20 economic program 
to obtain, in part, the 150 billion pesos in new public sector 
revenues. However this aspect was not fully explained to the 
public and concern was widespread that the price increases would 
trigger another wage/price spiral such as occurred in February and 
March. Despite public statements by labor and business leaders on 
the need for the price increases, capital flight increased. Once 
more, the pressure on the Bank of Mexico's foreign currency 
reserves could not be sustained. AS a result, on August 5, a dual 
exchange rate system was announced. The dual rate system involved 





a preferential rate of about 50 pesos to the dollar for the 
payment of public sector external debt obligations, private sector 
interest obligations and imports of "basic goods,". and a general 
or “freely floating" rate for all other transactions requiring 
foreign exchange. This latter rate fluctuated between 65 and 85 
pesos per dollar until August 12 when the Government announced two 
unprecedented decisions: the forced conversion to pesos’ upon 
withdrawal of dollar-denominated accounts (Mex-dollars) in Mexican 
banks and a temporary closing of the foreign exchange market. 
These decisions appear to have been taken due to withdrawals from 
Mex-dollar accounts and the continued difficulties in securing 
foreign loans. The withdrawals from the Mex-dollar accounts 
(dollar-denominated checking and time accounts held in the Mexican 
banking system) were significant because they carried a 70 percent 
reserve requirement and therefore the Bank of Mexico lost $70 in 
reserves for every $100 transfer of a Mex-dollar account to a 
foreign bank. To counteract a possible run on these accounts which 
would quickly deplete the Bank of Mexico's foreign currency 
reserves, the Government declared that all withdrawals from 
mex-dollar accounts be in pesos at a new exchange rate of 69.5 
pesos to the dollar. The legal basis for the decisi 1: was Article 
8 of the Monetary Law which states that contracts denominated in 
foreign currencies which provide for payment within Mexico can be 
liquidated by payment in pesos at the exchange rate in effect on 
the date payment is made. The legal basis is being tested in 
Mexican courts. 


Following the August 12 announcement, the U.S and Mexican 
Governments arranged an immediate financial assistance package for 
Mexico. The package included a $l billion advance payment for 
petroleum exports for the U.S. Strategic Petroleum Reserve; up to 
$1 billion of U.S. Government guarantees issued by the Commodity 
Credit Corporation to support U.S. commercial bank loans’ for 
purchases of U.S. agricultural products; and a $1.5 billion 
short-term "swap" loan involving the U.S. Treasury, the Federal 
Reserve and Bank for International Settlements, representing a 
group of central banks from Mexico's other creditor nations. 
This "swap" loan was later increased to $1.85 billion. These 
measures were announced in Mexico on August 17. It was also 
announced that negotiations with the International Monetary Fund 
for a long-term structural adjustment and assistance program had 
been initiated and that Mexican Government officials would shortly 
meet with Mexico's major commercial bank creditors to undertake an 
orderly restructuring of the country's public and private debt to 
these institutions. After meetings on August 19 and 20, it was 
announced that Mexico would suspend principal payments on its debt 
to commercial banks for a period of ninety days during which time 
a restructuring agreement is to be reached. 
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Also on August 17, the Treasury Secretary announced that foreign 
exchange trading would resume on August 19 under a_ three-tier 
exchange rate system. One tier was for basic imports, public and 
private interest payments on the external debt (the 49-50 pesos 
per dollar "preferential" rate). The second tier was _ (for 
conversions of Mex-dollar accounts to pesos, for the payments in 
pesos of dollar-denominated liabilities and a few other selected 
transactions (the 69.5 pesos per dollar, "Mex-dollar" rate). The 
third tier was a floating rate which fluctuated from 75 to over 
100 pesos per dollar until the foreign exchange market was closed 
for the President's State of the Union address on September 1. 


PRESIDENT LOPEZ PORTILLO NATIONALIZES THE PRIVATE BANKS _ AND 
IMPOSES COMPLETE EXCHANGE CONTROLS: Most observers did not expect 
the President's announcement in his sixth and last State of the 
Nation address on September 1 to nationalize Mexico's private 
banks and impose complete exchange controls. 


The full impact of both decisions has yet to be determined. 
Regarding the bank nationalizations, the likely impact will be a 
Significant expansion of the Government's influence on_ the 
investment and production decisions of the private sector through 
the allocation of credit. The subsequent decisions to lower 
interest rates may lead to less growth in bank deposits than would 
otherwise be the case. Preliminary and partial data for September 
indicate a very small growth in bank deposits whereas the currency 
issue increased at a record level. The impact of exchange 
controls has been more immediate. There are now two exchange 
rates: the preferential rate at 50 pesos to the dollar for 
interest and principal payments on the public and private sector 
external debt and all authorized imports, and the ordinary 
exchange rate at 70 pesos to the dollar for all other allowable 
foreign exchange transactions as defined in the decrees of 
September 1 and 14, plus supplementary regulations.* Access to 
either exchange rate is dependent upon the availability of foreign 
currency, and all purchases of foreign exchange require prior 
government approval. The decrees have made pesos the only legal 
Currency in Mexico and banned the importation or exportation of 
either pesos or foreign currencies except in amounts of less than 
5000 pesos or the foreign currency equivalent. The limitation on 
importation of foreign currency does not apply to _ foreign 
tourists, although tourists are required by law to leave _ the 
country with the amount of foreign currency they brought with 
them, minus the amount of their legitimate expenses. The rate of 
exchange applicable to all tourist transactions is 70 pesos to the 
dollar. 


*On December 20, Mexico's central bank devaluted the peso by 
53 percent and established a dual exchange system, viz., a floating 
peso and a preferred rate of 95 to the dollar. 





A modification to the exchange system was announced in early 
November. The Government issued a decree that permits’ the 
establishment of foreign exchange brokerages along the northern 
border. These brokerages will purchase U.S. currency and dollar 
travellers checks, and sell currency to Mexican residents of the 
border area. The exchange rate will presumably reflect’ the 
exchange rates being quoted on the U.S. side of the border. 


The economic theory behind the September 1 measures appears to be 
that by imposing complete exchange controls, no internal savings 
may escape the country. As a result, interest rates can be 
determined more or less independently of world interest rates. 
(The Bank of Mexico has reduced peso interest rates for both loans 
and deposits.) The lower interest rates, it is hoped, will reduce 
inflationary pressures. The experience during the first two 
months does not bear out the theory. Capital flight has continued 
and bank deposits are growing less than would be likely if 
interest rates were higher than Mexico's inflation rate. 


According to this economic theory, which calls for a centralized 
allocation of credit, savings will be employed in a manner to 
maximize the increase in ouput and = social well-being. The 
September 1 measures and their implementation may constitute the 
beginnings of a significant structural change in the Mexican 
economy. It is not clear if the next administration will continue 
to implement these changes or opt for different policies. 


ECONOMIC ACTIVITY BEGINS TO SLOW IN 1982: The data available on 
economic activity thus far in 1982 indicate that a slowdown in the 
rate of economic growth occurred in the first five months of the 
year. The industrial production index for the period January-May 
1982 was 2.4 percent above the year-earlier period and the index 
figure for May was actually lower than that of May 1981. The most 
seriously affected sectors of the economy are manufacturing, 
minerals, and construction. Within the manufacturing’ sector, 
output of consumer durables and capital goods declined from 
January-May 1981 to the same period of 1982. The automobile 
industry has been particularly hard hit. While data through May 
indicated that construction activity was down only 2.5 percent 
from the year-earlier level, activity in this sector has 
subsequently dropped, according to most observers. This has, in 
turn, led to increased unemployment. 


It is likely that Mexico had a positive rate of growth in the 
first half of 1982, although probably not more than 3 percent. 
During the second half of the year, the level of economic 





activity is likely to be below that of the year-earlier period. 
The size of the decline cannot be predicted with any certainty, but 
it may well be deep enough to result in a negative growth rate for 
the entire year. 


There are a number of reasons for the decline in economic 
activity. One is drought, which is resulting in poor harvests. 
The financial developments and scarcity of foreign exchange have 
also impacted negatively on the level of economic activity 
particularly regarding companies' ability to import needed inputs 
for the production process. While imports are only ae small 
percent of GDP (ten percent in 1981), they are crucial to the 
nation's manufacturing sector. Many industries are reportedly 
facing shortages of raw materials and semi-finished products that 
must. be imported. This situation is expected to worsen, 
particularly in view of the increasing scarity of foreign exchange 
to pay for imports. The several devaiuations have affected 
aggregate demand, creating cash flow problems and_= reduced 
investment outlays, much of which were for capital goods not 
produced in Mexico. Data on public sector investment expenditures 
in 1982 have not yet been published, but these expenditures are 
believed to have declined from 1981 levels. Personal consumption 
expenditures are likely to be growing little, if at all, in real 
terms, reflecting declines in employment. Some sectors of the 
labor market, specifically minimum wage earners, have successfully 
protected their real incomes thus far in 1982, whereas other 
sectors have not done as well, notably the salaried middle class. 


INFLATION AND FEDERAL GOVERNMENT EXPENDITURES UP SHARPLY: Mexico 
has experienced Significantly . increased inflation in 1982 
reflecting an increase in the rate of growth of the money supply, 
the devaluations of the peso, and increased prices for public 
sector goods and services. The National Consumer Price Index 
increased 71.1 percent in the first ten months of 1982, compared 
to 22.9 percent during the comparable period of 1981. The index 
increased 79 percent from October 1981 to October 1982. 


The Secretariat of Programming and Budget has published 
preliminary data on federal government spending in the first half 
of 1982. The data show that, whereas revenue increased 39 percent 
compared to the first half of 1981, spending was up 56 percent. 
The federal government deficit in January-June 1982 was 309.4 
billion pesos, 117 percent above the deficit during January-June 
of 1981. No data were published on spending by government 
corporations, such as PEMEX, which together with the executive 
branch are covered in the public’ sector budget. BM ..35 
anticipated that the 1982 ratio of the public sector budget 
deficit to Gross Domestic Product will be above the 14.5 percent 
ratio experienced in 1981. 
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BALANCE OF PAYMENTS SHOWS TRADE SURPLUS FOR THE FIRST HALF: The 
Combined impact of the February 17 devaluation of the peso and the 
country's declining rate of economic growth were reflected in 

data on the balance of payments for the first half of 1982. The 
current account deficit declined slightly to a minus $4,176 
million compared to $4,275 million in the first half of 1981. A 
27 percent reduction in imports over the first half was largely 
cancelled by a 69 percent increase in public sector interest 
payments. Mexico registered a trade surplus for the first half of 
$371 million. Mexico is expected to have a sizeable trade surplus 
for 1982 as a whole, marking the first time since 1949 that a 
trade surplus has been recorded. The value of imports declined 
from $13.7 billion during the first seven months of 1981 to $9.8 
billion during the like period of 1982. Capital goods imports 
registered the largest decline (36 percent), with public sector 
imports of capital goods off 30 percent and private sector imports 
off 38 percent. This would indicate that domestic investment is 
down in real terms. Imports of intermediate goods fell 26 percent, 
with public sector imports down 44 percent and private sector 
imports down 14 percent. The sharp decline in imports reflects 
the February 17 devaluation of the peso, which made imports more 
costly, as well as the slowdown in economic activity. 


The value of all merchandise exports declined 2.8 percent in the 
first seven months of 1982 to $11.1 billion. This occurred 
despite a 4.2 percent increase in the value of crude petroleum 
exports (to a total of $8.2 billion). Foreign exchange earnings 


during the January-July period from the export of crude petroleum 
accounted for 74 percent of merchandise exports by value compared 
to 69 percent in the same period of 1981. The value of natural 
gas exports declined 13.2 percent from $302 million to $262 
million. The value of non-petroleum exports declined by 18.7 
percent in terms of current dollars. To some degree this may 
reflect lower dollar prices as a result of the peso devaluation, 
but most Mexican exports are priced in dollars and it appears that 
the volume of non-petroleum exports declined. 


The value added by the in-bond assembly firms increased 2.4 
percent from the first half of 1981 compared to the like period of 
1982. Exports of non-monetary gold and silver declined 43 percent 
in value terms, reflecting the weaker international price for both 
gold and silver. 


SERVICE ACCOUNTS EXPERIENCE MIXED RESULTS: The balance on the 
services account, which includes tourism and border transactions, 
improved from a deficit of $709 million in the first half of 1981 
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to a deficit of $298 million in the first half of 1982. Tourism 
receipts in the first half declined 13.1 percent to $823 million. 
The total number of tourists visiting Mexico during this period 
was 6.5 percent lower than during the first half of 1981. The 
February devaluation of the peso occurred too late in the tourist 
season to attract U.S. and other foreign tourists. At the same 
spending by Mexican tourists abroad, principally in the 
-, Geclined 14.4 percent and the number of Mexicans going 
abroad declined 9.1 percent. Once again this’ reflects’ the 
devaluation of the peso in February which made travel to the U.S. 
more costly, as well as economic uncertainties. Receipts from 
transactions along the U.S.-Mexico border increased 9.8 percent 
while outlays were up 0.7 percent. 


The balance on factor payments deteriorated due to an increase in 
interest payments by the public sector. These payments increased 
to $3,980 million during the first half of 1982 compared to $2,355 
million in the same period of 1981. Mexico's external debt is 
estimated to have reached about $80 billion at end-June 1982. Of 
this amount $60 billion is estimated to be public sector debt. 


OUTLOOK FOR 1983 AND IMPLICATIONS FOR THE UNITED STATES 


DECLINE IN ECONOMIC ACTIVITY MAY CONTINUE THROUGH 1983: The level 
Of economic activity is virtually certain to decline over the 
balance of 1982 and there is widespread agreement that a 
Significant economic recovery will not occur during 1983. 
Observers are unable to agree on whether economic growth will 
deteriorate throughout 1983 or whether the decline will stop at 
some point during the year. The key stimulants to Mexico's high 
rates of economic growth over the past decade - public -sector 
spending increases, higher oil exports revenue, and easy access to 
international capital markets - are not expected to prevail in 
1983. The new government of President-Elect Miguel de la Madrid 
is likely to have to reduce the size of the public sector budget 
deficit through expenditure reductions and revenue increases, both 
in real terms. Mexico is expected to increase oil exports only 
Slightly in 1983, mainly due to production constraints and also to 
a weak international demand for oil. The rate of unemployment 
will continue to increase. The rate of inflation in 1983 is 
expected to decline somewhat from 1982 figures but will continue 
to be a source of pressure on-wages, although this might be 
mitigated somewhat by high unemployment. 


Developments in several areas are impossible to predict and will 
have an impact on the course and level of economic activity. 
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For example, there is considerable uncertainty regarding possible 
changes in the current dual parity, fixed exchange rate system. 
Many observers have commented that this system is unsustainable 
beyond the short term. Broader access to foreign exchange, albeit 
at higher rates, would improve access to necessary imports and 
improve economic ‘growth prospects. Another source of uncertainty 
is the economic policy to be pursued by the de la Madrid 
Administration, particularly whether. the new government will 
continue to close the Mexican economy to external forces and 
finance development more or less exclusively from internal savings 
and petroleum export revenues. If this course is pursued, the 
Mexican development process can be expected to slow 
Significantly. Another, related concern is whether the new 
government will continue the centralization of credit allocation 
or permit independent financial intermediaries to develop. While 
the policies of the incoming government are crucial, attention is 
currently focused on the negotiations between Mexico and the IMF 
for a 3-year, Extended Fund Facility agreement as part of a 
long-term adjustment and assistance program. Implementation of an 
agreement with the IMF would assist Mexico greatly in securing new 
funds from private capital markets, which in turn would ease the 
adjustment burden and facilitate economic recovery. Finally, the 
degree by which the U.S. economy recovers will influence the level 
of economic activity in Mexico. 


MEXICO SIGNS -LETTER OF INTENT WITH THE _ IMF: On November 10, 


Treasury Secretary Silva-Herzog announced that Mexico had signed a 
Letter of [Intent with the IMF. The Letter outlines Mexico's 
economic policy goals over a three-year period during which time 
Mexico can draw on credit lines from the IMF totaling about $3.8 
million. As outlined in the Letter, Mexico's policies include a 
reduction of the ratio of the public sector budget deficit to GDP 
from the anticipated level of 16.5 percent in 1982 to 8.5 percent 
in 1983, 5.5 percent in 1984 and 3.5 percent in 1985. The 
reduction in the ratio will result from measures on both the 
expenditure and revenue sides. Interest rate policy will include 
necessary measures to stimulate savings. Interest rates will be 
determined by taking into account the need for flexibility, the 
returns on other assets, and the need to provide an attractive 
return for savers. The language regarding the exchange system is 
unclear but appears to indicate that changes in the current 
system will occur. The adjustment measures will be clarified and 
elaborated by the incoming de la Madrid administration. 


U.S. EXPORTERS EXPERIENCING PAYMENTS _ PROBLEMS: Due to- the 
shortage of foreign currency, U.S. exporters of both goods and 
services are experiencing substantial delays in payment for goods 
already delivered to Mexican customers and for services rendered. 
This problem has intensified since September 1, although there are 
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no data available to quantify the amount of arrearages. 
Collections from PEMEX have been particularly difficult. U.S. 
exporters are advised to inquire carefully into a prospective 
customer's ability to secure foreign exchange so that payment can 
be made as specified in sales or service contracts. 


EXCHANGE CONTROLS IMPACT ADVERSELY ON FOREIGN DIRECT INVESTMENT 
OUTLOOK: Throughout the post-war period, Mexico has welcomed 
foreign direct investment in the context of its own rules. 
Generally, a new foreign investor is limited to a minority 
position (not to exceed 49 percent), as is an existing foreign 
investor who wishes to expand facilities or create new products. 
Exceptions can be granted but only under special circumstances and 
if the investor is willing to meet certain performance 
requirements. Key factors the Mexican Foreign Investment 
Commission takes into account in granting exceptions include the 
technology to be used, the employment potential, the location of 
new facilities, and the impact on the balance of payments. 
According to Mexican Government data, at the end of 1981 total 
foreign capital asset holdings in Mexico were approximately $10.5 
billion. Of that amount, the U.S. direct investment participation 
was 68.9 percent ($7.23 billion). 


The severity of Mexico's economic crisis combined with a new 
administration taking office on December 1, 1982 may result in 
changes in Mexico's attitude toward foreign direct investment in 
ways that cannot be foreseen. Developments in recent months have 
already changed the climate for foreign direct investment. In 
particular, the imposition of generalized foreign exchange 
controls as of September 1, 1982 has greatly altered one of 
Mexico's major attractions to foreign direct investors, namely the 
right to remit profits without restriction. To clarify the impact 
of exchange controls on profit remittances, Resolutions 18 and 19 
of the Foreign Investment Commission were published October 11 in 
the Government's Official Register. 


Resolution 18 deals with payments abroad by Mexican firms with 
foreign equity for the purpose of royalties, dividends and other 
obligations. All authorizations for payments will be made subject 
to the prior permission of the Foreign Investment Commission and 
to the availability of foreign exchange in the Bank of Mexico. 
Royalty payments may be made up to the amounts that have been 
approved by the National Technology Transfer Registry. Dividends 
may be transferred abroad up to 15 percent of the share of capital 
held by foreigners, minus any revaluation of assets. The 15 
percent ceiling may be revised in light of conditions in financial 
markets. Payment of other foreign obligations are to be made in 
line with two circulars published in the September 27 Official 
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Register. The circulars, one for royalty payments and the other 
for other .obligations, contain a form that must be filled out and 
stipulate that it be submitted to the Direction General of Foreign 
Investments for approval. A similar circular for dividends was 
published in the September 28 Official Register. All three 
circulars state that firms wanting to make the payments’ in 
question may make deposits in pesos in Mexican banks in favor of a 
foreign party with instructions to make the transfer in foreign 
exchange when the Bank of Mexico so authorizes. The transfer is 
to be at the “ordinary" or 70 to l exchange rate. 


Resolution 18 also says that special cases may be brought to the 
attention of the full Foreign Investment Commission and _ that 
disinvestments will be handled on a case-by-case basis by the 
Foreign Investment Commission. 


Resolution 19 states that 1) Mexican companies may open accounts 
in Mexican banks in favor of foreigners with instructions to 
transfer the peso to foreign exchange when the foreign exchange is 
available, i.e., the same language as in the circulars noted 
above; 2) that the Foreign Investment Commission can facilitate 
the use of the pesos in these accounts for co-investments, 
creation of new companies, capitalization of liabilities, or the 
opening of new establishments, relocations, or new lines of_ 
business or new products; 3) that the Commission, in authorizing 
one or more of the above actions, will consider the potential 
exports resulting from this, previous exports and reinvestment of 
past profits; and 4) that the Commission will offer the same 
assistance to projects by foreign investors who on August 31, 
1982, had dollar-denominated accounts in Mexican banks. 


On October 14, the Director General for Foreign Investment issued 
a press release stating that the new resolutions do not in any way 
constitute a change in the Foreign Investment Law, nor do they 
oblige either Mexican firms or foreign creditors to take any 
action. Rather, they open up alternatives within the framework of 
the existing law. The press release also stated that’ the 
conversion of obligations to equity would not be permitted if this 
would push foreign equity above that provided by the _ law. 
Further, all such conversions are subject to prior approval by the 
Foreign Investment Commission. Before making an _ investment 
decision, interested foreign direct investors will want to get the 
most current information on the foreign exchange controls from the 
Foreign Investment Commission. 


TRADE OPPORTUNITIES FOR U.S. EXPORTERS REDUCED IN MEDIUM TERM: 
Mexico's economic crisis is lessening the potential for U.S. 
exports to Mexico for the remainder of 1982, all of 1983 and at 
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least part of 1984. In recent years, Mexico has relied heavily 
upon imports of basic and intermediate inputs to sustain a high 
rate of economic growth. Total imports in 1982 are expected to be 
30-35 percent less than the estimated $24 billion in 1981. The 
value of imports in 1983 is not expected to change significantly 
from’ that of 1982. Thus, U.S. exporters can anticipate weak 
demand for their products as well as increased competition from 
other foreign suppliers. 


Agricultural commodities are the major exception to the above. 
Agricultural output has been affected by a severe drought. 
Moreover, sharply reduced availability of credits for the purchase 
of inputs will curtail production ever more in 1983. Mexico is 
expected to import approximately 10 million tons of basic food and 
agricultural commodities in 1983. Also, local Mexican production 
of health care and hospital supplies is not sufficient to meet 
demand, and this should be a promising sector for U.S. exporters. 
Despite anticipated budged cuts, PEMEX is expected to focus on 
service and maintenance of refining canacity. Emphasis on 
drilling and exploration will likely decline. 


The U.S. Department of Commerce offers a full range of commercial 
services in Mexico through the Commercial Section of the Embassy 
and the staff of the U.S. Trade Center. The Center houses the 
finest exhibition facilities in Mexico City. 


Exhibitions to be held at the Trade Center in 1983 include the 
following: Visit USA Travel Industry Exhibition, March 15-16; 
Instrument Society of America Exhibition, March 23-25; Plastics 
Production Equipment Exhibition, April 12-15; U.S. Service 
Industries Exhibition, May 17-19; Food Processing & Packaging 
Equipment Exhibition, June 14-17; Metallurgical & Foundry Equipment 
Exhibition, July 19-21; Medical Equipment Exhibition, August 
16-19; Chemical/Petrochemical Equipment, September 20-23; Graphic 
Arts Equipment Exhibition, October 18-21; Electronic Production 
and Testing Equipment Exhibition, November 15-18; U.S. Firms 
Seeking Mexican Contacts, December 6-9; Telecommunications 
Equipment Exhibition, February 14-17, 1984; Textile Equipment. & 
Machinery Exhibition, March 20-23, 1984; Pollution Control 
Equipment Exhibition, May 8-10, 1984; Automotive Maintenance & 
Service Equipment, June 12-14, 1984; Agricultural Equipment 
Machinery Exhibition, August 28-31, 1984. 


In addition to the these scheduled exhibitions, U.S. Trade Center 
events are being planned during calendar year 1984 for: machine 
tools, contruction and mining equipment, avionics, airport and 
ground support equipment and surface transportation equipment and 
systems. 
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